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Bank Credit and Money
STRONG DEMAND FOR CREDIT accompa-
nied the increase in economic activity in
1955. As recovery turned into vigorous ex-
pansion, the emphasis of Federal Reserve
policy shifted from facilitating recovery to
restraining inflationary developments in the
interest of sustainable economic growth. In
order to keep expansion of bank credit and
money within limits compatible with the in-
crease in production, the Federal Reserve
permitted pressure on bank reserve positions
to increase gradually, and Federal Reserve
Banks raised discount rates four times dur-
ing the year. In response to these develop-
ments, commercial banks limited their credit
and deposit expansion.
Direct lending by bank and nonbank lend-
ers expanded sharply in 1955, while capital
raised by security flotations increased only
slightly from the preceding year. Commer-
cial banks increased their business loans by
a record amount. In addition, they con-
tributed to the growth in consumer and real
estate credit both through direct lending and
indirectly by making funds available to non-
bank lenders.
In order to finance their lending activities,
commercial banks liquidated United States
Government securities, particularly short-
term issues, and reduced their purchases of
State and local government securities. De-
spite a record loan expansion, the growth
in aggregate bank credit and deposits was
less in 1955 than a year earlier.
Nonbank investors purchased United
States Government securities sold by com-
mercial banks and absorbed the increase in
outstanding corporate and State and local
government securities. They also increased
their consumer and mortgage lending.
The continuing pressure on commercial
bank resources in 1955 was reflected in an
increase in bank indebtedness to the Federal
Reserve Banks. Indebtedness increased from
an average of $150 million in the fourth
quarter of 1954 to more than $900 million
in the corresponding quarter of 1955. The
increase in indebtedness and the decline in
holdings of short-term Government securi-
ties tended to reduce bank liquidity and to
have a moderating effect on further bank
loan expansion.
Interest rates rose in response to the in-
crease in credit demand and the pressure on
bank reserve positions. Short-term rates rose
sharply to the highest level in more than 20
years. Long-term rates rose only moder-
ately, and the spread between short-term and
long-term rates narrowed to the smallest
margin in recent years.
During the early weeks of 1956, bank
credit and deposits showed larger seasonal
declines than during the corresponding pe-
riod of 1955. Reserve positions of banks
tightened somewhat, after some easing in the
latter part of December, but interest rates
declined from the high level reached near
the end of 1955.
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BANK LOANS AND INVESTMENTS
Commercial bank loans and investments in-
creased about. $4.5 billion or 3 per cent
during 1955. A record loan expansion of
$11.6 billion was offset in large part by a
decline in bank holdings of United States
Government securities, as the table on the
following page shows. The growth of total
loans and investments was about equal to
that in 1953, but less than half as large as in
1954. In 1954 loans had increased only $3
billion, but holdings of United States Gov-
ernment and other securities had increased
more than $7 billion.
Lending activity. An expansion of more
than 20 per cent or $6 billion in business
loans accounted for about half of the growth
in bank loans in 1955. This expansion, the
largest percentagewise since 1950, con-
trasted with declines in 1953 and 1954. As
is shown in the chart, about $1.3 billion of
the growth during 1955 was in loans by city
banks to sales finance companies, which
were borrowing mainly to finance consumers
and dealers in consumer durable goods.
There was also a substantial increase in bank
loans to most other business groups, includ-
ing the petroleum and chemical industries,
public utilities, and the metal, textile, trade
and construction groups. In 1954 a decline
in loans to metal manufacturers, public util-
ities, and sales finance companies had been
offset only in part by expansion of loans to
other groups.
Business loans of commercial banks in-
creased $2 billion in the first half of 1955,
compared with declines in the corresponding
period of the preceding three years. Seasonal
repayments of bank loans by food proces-
sors and commodity dealers totaling $1 bil-
lion were more than offset by increases in
loans to most other groups of businesses.
In the second half of the year the increase
in business loans totaled about $4 billion
as seasonal borrowers added their demands
to the continued heavy demands of other
groups. A particularly sharp increase in
loans to sales finance companies in Decem-
ber was offset in part by a decline in pri-
vately placed finance company paper out-
standing.
Bank loans to business declined in the
early weeks of 1956 as sales finance com-
panies and seasonal industries repaid bank
indebtedness. Indebtedness of metal manu-
facturers, petroleum and chemical com-
panies, and public utilities continued to ex-
pand.
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NOTE.—Changes in large loans reported by a sample of more
than 200 large weekly reporting banks. Changes during 1954
are cumulative from Dec. 30, 1953; changes during 1955, from
Dec. 29, 1954.
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LOANS AND INVESTMENTS OF COMMERCIAL
BANKS

































































1 Data for Dec. 31, 1955, are preliminary.
NOTE.—Data exclude interbank loans. Total loans
are after, and types of loans before, deductions for
valuation reserves. Consumer and other loans are partly
estimated for all dates. Details may not add to totals
because of rounding.
Real estate loans of commercial banks
expanded $2.4 billion during 1955. The
13 per cent rate of growth for the year was
about the same as in the second half of 1954
and the highest for a full year since 1950.
Expansion in 1955 reflected city bank pur-
chases of mortgages on a temporary basis
from insurance companies and other non-
bank investors as well as direct lending by
banks. Late in the year the rate of growth
of real estate loans at city banks declined,
probably in part as a result of the resale of
some mortgages previously acquired from
nonbank investors.
In addition to lending a large amount to
sales finance companies, commercial banks
increased their own holdings of consumer
loans $2 billion or almost 20 per cent. Such
loans had changed little in 1954. The growth
of consumer credit in 1955 reflected a large
increase in expenditures for consumer du-
rable goods, particularly automobiles, and
some easing of credit terms during late 1954
and most of 1955. Expansion of consumer
credit slackened late in 1955.
Security loans of banks increased less in
1955 than in the preceding year. Credit
extended by banks for purchasing or carry-
ing securities had expanded sharply in 1954
and early in 1955 as stock market trading
and stock prices increased. In the first four
months of 1955 the Board of Governors
raised margin requirements for purchasing
or carrying listed securities twice, from 50
to 70 per cent. Growth in security loans
slackened thereafter.
A decline in agricultural loans of banks
during 1955 reflected redemption of pub-
licly issued Commodity Credit Corporation
certificates of interest. Agricultural produc-
tion loans at member banks increased about
15 per cent.
Investment activity. About two-thirds of
the increase in commercial bank loans in
1955 was offset by sales of United States
Government securities totaling $7.3 billion.
The 10 per cent decline in holdings was the
largest for a calendar year since 1946.
Bank sales during 1955 were offset by pur-
chases by nonbank investors, as the chart
on the following page shows, especially by
nonfinancial corporations, individuals, State
and local governments, and miscellaneous
investors. In 1954, when the publicly held
debt increased more than $2 billion, banks
had made net purchases of such securities
totaling $5.5 billion and nonbank investors
and Federal Reserve Banks had reduced
their portfolios.
About $5.6 billion of the reduction in
commercial bank holdings of Government
securities during 1955 occurred in the first
six months of the year, when the Treasury
Federal Reserve Bulletin: February 1956100 FEDERAL RESERVE BULLETIN • FEBRUARY 1956










NOTE.—Excludes holdings by U. S. Govt. investment ac-
counts. Nonbank investors include mutual savings banks.
Distribution between bank and nonbank investors for 1955 is
preliminary.
used a seasonal surplus to retire more than
$5 billion of publicly held debt. A further
reduction occurred in the second half of the
year despite the seasonal increase in the
public debt. Banks continued to liquidate
Government securities in early 1956.
Most of the reduction in bank holdings of
Government securities in 1955 was in short-
term issues. Securities maturing within one
year, which had been reduced from 45 to
25 per cent of bank portfolios during 1954
as a result largely of Treasury refunding
operations, declined to about 15 per cent
of their portfolios by the end of 1955. The
decrease in bank holdings of short-term se-
curities reduced bank liquidity and thus
tended to discourage further bank sales of
securities in order to expand loans.
Commercial bank holdings of corporate
and State and local government securities
changed little in 1955. During 1954 banks
had made net purchases of tax-exempt State
and local government securities totaling
nearly $2 billion.
Although all classes of banks reduced
their security portfolios during 1955, the
reduction was particularly great on the part
of New York City banks, which lost deposits
to reserve city and country banks and also
increased their loans proportionately more
than other banks. New York central reserve
city banks reduced their holdings of United
States Government securities almost 30 per
cent, compared with an increase of 20 per
cent in 1954. Country member banks, which
increased their loans by a smaller percen-
tage than city banks, reduced their Govern-
ment security portfolios less than 5 per cent.
New York banks also sold securities other
than United States Government securities on
balance, while country banks purchased such
securities.
DEPOSITS AND CURRENCY
The rate of growth of deposits and currency
declined in 1955 from the rapid rate reached
in the second half of 1954, when banks were
using available reserve funds to expand hold-
ings of securities. Demand deposits and
currency held by consumers and businesses,
which together constitute the active part of
the money supply, increased $3.2 billion or
2.5 per cent in 1955. The rate of expansion
was less than that for 1954 as a whole, as
shown in the chart, and only about half the
annual rate in the second half of that year,
after allowance for usual seasonal develop-
ments. The active money supply had also
increased about 2.5 per cent in the period
of strong credit demand from mid-1952 to
mid-1953. In the early weeks of 1956, de-
mand deposits and currency apparently de-
clined about the usual seasonal amount.
Demand deposits held by consumers and
businesses increased $2.6 billion and cur-
rency expanded $0.6 billion during 1955.
In 1954 the increase in demand deposits had
been greater, but currency holdings of indi-
viduals and businesses had declined.
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DEMAND DEPOSITS AND CURRENCY













NOTE.—Demand deposits are for all banks in the United
States and exclude U. S. Govt. and interbank deposits and
items in process of collection. Currency excludes bank vault
cash. Changes for 1946 and 1947 are partly estimated, and
1955 data are preliminary.
While expansion of the active money sup-
ply was moderate, an increase in its turnover
accompanied the rising level of expenditures.
The annual rate of turnover of demand de-
posits outside New York City rose from 21.1
in the last quarter of 1954 to 22.5 in the
last quarter of 1955, an increase of almost
7 per cent. Most of the increase occurred
in the first half of the year.
Expansion of time and savings deposits
in commercial and mutual savings banks
and the Postal Savings System in 1955 was
$3 billion, only about three-fifths as much
as a year earlier. Reduction in the rate of
growth was associated in part with a reduced
rate of personal saving and increased se-
curity purchases by individuals. At commer-
cial banks, savings deposits increased less
than half as much as in 1954. Deposits at
mutual savings banks expanded almost as
much as a year earlier, probably in part be-
cause of increases in interest rates paid by
banks in some areas. Savings and loan
shares rose somewhat more than in 1954.
United States Government deposits de-
clined $700 million during 1955, compared
with a small increase in 1954. These de-
posits fluctuated over the year in accordance
with the pattern of Treasury receipts and
expenditures.
FEDERAL RESERVE POLICY AND
BANK RESERVE POSITIONS
Growth of bank credit and deposits was
moderated during 1955 through a gradual
change of Federal Reserve policy from ease
to restraint. This restraint was exercised
by conducting open market operations so as
to permit credit expansion to exert growing
pressure on bank reserve positions and thus
make it necessary for banks to borrow to
meet some of their reserve needs. In the
fourth quarter of 1954 excess reserves less
borrowing of member banks at the Reserve
Banks averaged $600 million, but by the
last quarter of 1955 borrowing exceeded
excess reserves by $350 million. In early
February 1956 net borrowed reserves were
somewhat higher than the fourth quarter
average.
Open market operations and bank reserve
positions. Late in 1954 the Federal Reserve
had limited its purchases of United States
Government securities in the open market
and permitted the seasonal credit and cur-
rency expansion to be reflected in slightly
less easy reserve positions. Early in 1955
the Federal Reserve reduced its holdings of
Government securities by $1.3 billion.
These sales were primarily for the purpose
of absorbing reserve funds made available
by the seasonal decline in currency and in
required reserves, as shown in the chart on
the following page. In view or the strong
credit demand, however, some pressure was
exerted on bank reserve positions.
Member bank indebtedness to the Federal
Reserve Banks, which had averaged about
$150 million in the fourth quarter of 1954,
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exceeded $400 million in the second quarter
of 1955. Excess reserves declined from
$750 million to less than $600 million. Re-
serve city and country banks accounted for
most of the borrowing in the second quarter
as well as the reduction in excess reserves.
The Federal Reserve purchased $1.2 bil-
lion of Government securities in the second
half of 1955, mainly in July and December.
These purchases supplied part of the reserve















NOTE.—Monthly averages of daily figures. Latest data are
for January 1956. Required and excess reserves for January
are preliminary.
funds needed to meet seasonal increases in
currency and required reserves, but pressure
on reserve positions increased further during
the period. In November member bank
borrowing exceeded $1 billion, the largest
volume since the spring of 1953. The in-
crease in indebtedness after midyear re-
flected mainly borrowing by central reserve
city banks and reserve city banks.
Member bank indebtedness declined dur-
ing December as Federal Reserve security
purchases and an unusually large seasonal
increase in Federal Reserve float more than
offset seasonal drains on reserves. Money
markets continued under pressure, however,
as a result of year-end desires for liquidity.
Outright purchases of Government securities
by the Federal Reserve totaled almost $500
million in late November and December.
In late December, as in the same period of
most other recent years, the Federal Reserve
purchased securities under repurchase agree-
ments with dealers and brokers.
Over the year ending in December 1955,
the Federal Reserve portfolio of United
States Government securities was reduced,
but the largest drain on member bank re-
serves came from the increase in currency
in circulation. Required reserves increased
somewhat as the effect of an expansion of
demand and time deposits held by consumers
and businesses was offset only in part by a
decline in United States Government de-
posits and a shift of deposits from banks
with higher reserve requirements to those
with lower reserve requirements.
In January and the first half of February
1956, the Federal Reserve reduced its
holdings of Government securities by $1.4
billion. Together with a decline in Federal
Reserve float, these sales more than offset
the effect of factors supplying reserve funds
seasonally. As a result, member bank in-
debtedness in late January and early Feb-
ruary reached its early-December level.
Other policy actions. The growing pres-
sure on bank reserve positions in 1955
tended to restrain bank credit and deposit
expansion. This effect was reinforced by
four increases in Federal Reserve Bank dis-
count rates during the year. In April and
May discount rates were raised from \Vz
Federal Reserve Bulletin: February 1956BANK CREDIT AND MONEY 103
to 1
3A per cent in all districts. In August
and September they were increased to 2
lA
per cent in a single step in the Cleveland
District and in two steps in other districts.
A further increase in November brought
them to 2Vi per cent, the highest level for
more than 20 years. By making borrowing
more expensive, the discount rate increases
tended to discourage excessive use of the
discount privilege by individual member
banks. Changes in discount rates also had
an important influence on the level of short-
term open market rates and their changes
during 1955.
In late March the Federal Reserve Bank
of New York began to purchase bankers'
acceptances on a small scale. These pur-
chases, the first since 1951, were made in
recognition of the increased use of bankers'
acceptances.
The Board of Governors raised margin
requirements for purchasing and carrying
listed securities from 50 to 60 per cent in
early January and to 70 per cent in late
April. These actions were taken to help
prevent an excessive expansion of stock
market credit at a time when stock trading
was active and prices were rising rapidly.
CREDIT EXPANSION BY NONBANK LENDERS
Although the growth of bank credit and
money in 1955 was moderate, aggregate
credit expansion by all lenders was the larg-
est for a calendar year since the war. Non-
bank lenders increased their mortgage and
consumer loans sharply. They also acquired
a large volume of new security issues of cor-
porations and State and local governments
and took over United States Government
securities sold by commercial banks.
Selected credit uses. The expansion in real
estate lending in 1955 absorbed a large share
of the funds available for long-term lending
and investing. Bank and nonbank lenders
together increased their real estate loans by
a record $16.7 billion, compared with $12.5
billion in 1954. After expanding at an ac-
celerating rate throughout 1954, mortgage
loans continued to increase until the sum-
mer of 1955 at about the rate reached in
late 1954. A slackening of growth late in
1955 accompanied a decline in housing
starts from the exceptionally high level
reached earlier. In July 1955 maximum
maturities for Federally underwritten loans
were reduced and minimum down payments
increased, but in January 1956 the 30-year
maximum maturity was restored.
Aggregate corporate and State and local
government security issues for new capital
were about 4 percent larger in 1955 than a
year earlier. An increase of one-fifth in
corporate security issues reflected primarily
flotations by sales finance companies. State
and local government issues declined about
one-eighth from 1954, largely as the result
of a reduction in toll road financing.
The publicly held United States Govern-
ment debt—that is, securities held by in-
vestors other than Government investment
accounts—changed little in 1955, compared
with an increase of more than $2 billion in
1954. For the calendar year, cash receipts
from the public were less than $1 billion
below expenditures, and the Treasury drew
down its balances with commercial and Fed-
eral Reserve Banks. Security issues for cash
were in part for the purpose of offsetting
debt repayment due to attrition on issues
refunded and to maturities of nonmarketable
savings notes. The Treasury redeemed
marketable tax anticipation securities in the
first half of the year, when it had a sea-
sonal surplus of receipts over expenditures,
and issued tax anticipation securities in the
second half.
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The average maturity of the marketable
Federal debt, which had been lengthened
from 62 to 67 months in 1954 largely
through Treasury refunding operations,
changed little in 1955. The effect of the
issuance of $2.7 billion of 40-year bonds
and several new notes maturing in less than
three years was offset by the approach to
maturity of outstanding securities together
with new issues of short-term securities.
Supply of funds. All major groups of
lenders increased their mortgage lending in
1955. Savings institutions financed such
lending in part by borrowing or by liqui-
dating securities or limiting security pur-
chases. Despite a record inflow of savings,
savings and loan associations obtained addi-
tional funds by increasing their indebtedness
to the Federal home loan banks. Life in-
surance companies sold United States Gov-
ernment securities and reduced their pur-
chases of other securities, and also obtained
temporary financing from commercial banks.
Mutual savings banks sold both United
States Government and other securities on
balance.
During 1955 investors other than the
major financial institutions absorbed a grow-
ing share of the expansion in outstanding
corporate and State and local government
securities and took over a large volume of
United States Government securities from
institutional investors, particularly commer-
cial banks. They financed these purchases
by drawing on accumulated cash balances
as well as current savings.
INTEREST RATES
Interest rates, which had advanced late in
1954, continued to rise in 1955 in response
to the strong demand for credit and the
growing pressure on bank reserve positions.
The largest increase was in yields on short-
term securities, which are particularly re-
sponsive to changes in bank reserve posi-
tions. At the end of the year, most short-
term rates were at the highest levels in more
than 20 years. These rates declined dur-
ing January 1956 but remained close to or
above their mid-195 3 peaks. Yields on
long-term securities in late 1955 and early
1956 were only slightly above short-term
rates.
Yields on short-term Treasury securities,
which had increased about Vi percentage
point in the second half of 1954, increased
about 1 Vi percentage points further during
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NOTE.—Treasury bill rates are market yields on longest bills.
Long-term U. S. Govt. yields are on long-term VA per cent
bonds. Latest data shown are for week ending February 4.
half of the year the rise in the Treasury bill
rate was limited by strong demand for bills
on the part of nonbank investors, particu-
larly nonfinancial corporations and State
and local governments. The demand was
intensified by maturities of nonmarketable
savings notes and seasonal retirements of
marketable tax anticipation securities. In the
second half of the year bill rates increased
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sharply, however, despite continued non-
bank demand, as reserve pressure continued
and the Treasury increased its issues of bills
and tax anticipation securities.
During most of 1955 and early 1956 bill
yields generally fluctuated somewhat below
the Reserve Bank discount rates. An ex-
ception occurred around the year-end, when
bill rates exceeded the discount rates for sev-
eral weeks. The average yield on 90-day
Treasury bills was 2.58 per cent in the week
ending December 31 and 2.36 per cent in
the third week of February, compared with
1.08 per cent at the end of 1954. The
peak in 1953 had been 2.29 per cent and
the low in 1954 was 0.61 per cent.
Yields on intermediate-term Treasury
bonds and notes also rose sharply in the first
half of 1955 in response to pressure on bank
reserve positions, but after midyear they rose
less than yields on shorter term securities.
Rates on other short-term open market
paper, which had remained unchanged or
declined slightly in the second half of 1954,
followed the increase in yields on short-term
Treasury securities closely during 1955.
Rate increases totaled more than W2 per-
centage points on prime commercial paper
and on privately placed finance company
paper, and about XV\ percentage points on
bankers' acceptances. At the end of 1955
these rates were at new highs for recent
years. Acceptance rates declined in January
but commercial paper rates remained firm.
Yields on long-term securities generally
increased about VA percentage point during
1955. Late in 1954 yields on United States
Government and State and local government
bonds had increased, while yields on cor-
porate bonds had shown little change. After
an increase in the first quarter of 1955, long-
term yields were generally stable in the
second quarter. They increased further
after midyear, and, after declining in Sep-
tember and October, rose at the year-end
to levels near or above their summer peaks.
At these levels long-term yields were about
equal to those prevailing in late 1953 and
early 1954, but were generally about
 lA to
V2 percentage point below their mid-1953
highs. They have declined in 1956, but
have remained above June 1955 levels.
During 1955 the spread between the yield
on Treasury bills and that on long-term Gov-
ernment bonds declined from more than 1 Vi
per cent to less than Vi per cent, the smallest
differential in recent years. The more mod-
erate increase in long-term rates reflected
the minor role played by long-term securi-
ties in bank reserve adjustments, the modest
extent of the increase in outstanding long-
term securities during the year, and some
tendency to meet long-term credit needs
through short-term borrowing, as well as
the willingness of individuals and miscel-
laneous investors to increase their purchases
of long-term securities at only small increases
in yields.
Interest rates charged customers by com-
mercial banks and other lenders also in-
creased in 1955. The average rate charged
by commercial banks on short-term business
loans rose almost Vi per cent. Rates charged
by lenders on conventional mortgages also
increased and discounts deepened on Fed-
erally underwritten mortgages.
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